since the program's inception, including coverage for most outpatient prescription drugs. However, the act was repealed in 1989.
Part A financing. Persons age sixty-five and older who are eligible for any type of Social Security benefits are automatically entitled to Part A, as are some disabled persons and persons with end-stage renal disease (ESRD). Other elderly persons who are not automatically entitled may purchase Part A with a monthly premium ($261 in 1995) . Under Part A, beneficiaries must pay a deductible and daily coinsurance for inpatient hospital services and coinsurance for skilled nursing facility (SNF) services. The deductible is updated each year, based on the weighted average of factors used for updating payments to hospitals. In 1966 the inpatient hospital deductible was $40 per benefit period; by 1995 the deductible had grown to $716. Coinsurance increases are tied to the increase in the hospital deductible.
Part A benefits and administrative expenses are paid from a trust fund that is financed primarily through payroll taxes on employees, employers, and self-employed persons. When Medicare began in 1966, the maximum taxable amount of annual earnings was $6,600, and the contribution rate for employers, employees, and the self-employed was 0.35 percent. Today employers and employees each contribute 1.45 percent of maximum taxable annual earnings, and the self-employed contribute 2.9 percent. The Omnibus Budget Reconciliation Act (OBRA) of 1993 eliminated the maximum taxable earnings base for 1994 and later, so that now all earnings in covered employment are subject to the contribution rate.
Part B financing. Part B is voluntary and open to all Part A enrollees and most Americans age sixty-five and older. Part B beneficiaries pay an annual deductible, which has increased only three times during Medicare's thirty-year history: In 1966 the deductible was $50; $60 in 1973; $75 in 1982; and $100 in 1991 . The deductible has not kept pace with program costs. If the deductible had increased at the same rate as covered charges, it would be more than $1,000 in 1995.
1 Part B copayments have remained at 20 percent of allowed charges since the program's inception.
Part B benefits and administrative costs also are paid from a trust fund. However, this fund receives most of its income from general federal revenues and premiums. When Medicare began in 1966, beneficiaries paid $3 a month for Part B coverage. Until 1976 the premium rate was set by law to cover 50 percent of program costs for aged enrollees. From 1976 to 1983 the percentage increase in the premium rate was limited to the percentage increase in Social Security benefits. However, because costs were rising faster than increases in Social Security benefits, the portion of program costs covered by the premium decreased greatly, to approximately 25 percent by 1983. Beginning in 1984 Congress legislated specific premium rates, intending to cover 25 percent of program costs. Because growth rates D ATAWATCH 2 33 slowed in 1992, the premium is now paying a higher proportion of costs. In 1995 the monthly premium of $46.10 per beneficiary covered 31.5 percent of actual program costs. The premium will decrease in 1996, to $42.10.
Medicare payment changes. In the first years of the program, Medicare payment mechanisms looked like those of the major private insurers of the late 1960s. Institutional providers were paid based on costs incurred. Physicians were paid based on "allowed charges," which were determined by actual customary and prevailing charges. As program expenses grew, limitations such as fee screens began to be put on reimbursements. However, payments still remained tied to charges.
Perhaps the most significant changes in the Medicare program during the past thirty years have been the ways providers are compensated. These changes were prompted by concerns about trust fund solvency and about equity in compensation. Beginning in 1984 payment for hospital inpatient services was changed from a retrospective to a prospective basis. At the center of the new prospective payment system (PPS) was a classification of discharges into about 470 diagnosis-related groups (DRGs). Hospitals were paid a set amount for each patient according to the patient's DRG classification; special exceptions were made for unusual cases ("outliers"), and expenses such as interest and depreciation continued to be paid on the basis of costs, Affecting some 80 percent of total Medicare inpatient hospital benefits, PPS has had a profound effect on trends in inpatient and outpatient use, as we describe below.
Changes were made to payments for physician services in 1992. Legislators and policy analysts were concerned that general practitioners were being paid too little and specialists too much, considering the time, supplies, and educational investment that went into those services. Accordingly, a resource-based relative value scale (RBRVS) was constructed to rationalize the relative payments for services provided. To prevent practitioners from "gaming" the system, a volume performance standard (VPS) also was instituted; if the volume of services exceeded a target established by historical patterns, payment per service would be reduced.
Managed care. At the time Medicare was enacted, the concept of managed care was not well known. However, from the outset Medicare legislation allowed for reimbursement to prepaid medical plans. Real growth in managed care in the private sector began during the 1970s. Growth in Medicare managed care during the 1970s and 1980s lagged behind that in the private sector: Not until 1985, when the Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA) was implemented, did Medicare develop prepaid risk contracts, and Medicare health maintenance organization (HMO) enrollment began to increase.
Medicare enrollment in managed care plans, while still small, has grown Aged beneficiaries. Medicare was created as a health insurance program for the nation's elderly citizens and remains largely so today. When the program was enacted in 1965, only half of the elderly population was covered by health insurance.
3 By 1967 nearly all of the aged population had gained access to health insurance coverage. Today some thirty-three million elderly persons (98 percent of the nation's elderly) are enrolled. Over the past thirty years the elderly have accounted for a continuously increasing share of the total population: 9 percent in 1966; 13 percent by 1995; and a projected 20 percent by 2030. 4 In addition, the Medicare population has aged: In 1966 just 17 percent of beneficiaries were age eighty or older, compared with 24 percent today.
Disabled beneficiaries. Congress expanded Medicare in 1972 to cover disabled persons and persons with ESRD. In doing so, it made insurance accessible to a vulnerable population who had very limited access, if any, to D ATAWATCH 2 35 insurance coverage. Disabled and ESRD beneficiaries made up almost 8 percent of the Medicare population in 1974 and have grown rapidly to 12 percent in 1994 and a projected 17 percent by 2010. The fastest rate of enrollment growth has been among the ESRD population. Between 1975 and 1982 the number of ESRD enrollees increased at an average annual rate of 13.7 percent, compared with 2.3 percent for all disabled persons (including ESRD) and 2.4 percent for aged beneficiaries. Between 1982 and 1992 the ESRD-only population grew an average of 10.1 percent per year, compared with 4 percent per year for all disabled persons and 1.9 percent per year for the elderly.
Beneficiary income. The economic status of the elderly as a group has improved during the past thirty years, although many elderly persons continue to live in precarious financial conditions. In 1966 nearly 29 percent of the elderly lived in poverty, compared with 12 percent now. 5 Yet in 1992 nearly 80 percent of Medicare beneficiaries reported total gross income of less than $25,000, and 35 percent reported less than $10,000. 6 Also, more elderly have had to rely on Social Security benefits as their major source of income. In 1992 nearly one-third of the aged relied on Social Security for 80 percent or more of their income, compared with one-quarter in 1971.
Health status and access to care. It is difficult to estimate the exact impact Medicare has had on health status, but over the past thirty years there have been some some major improvements in key health status indicators, such as greater longevity for the elderly. 7 Self-reported health status also has improved over time: In 1993, 28 percent of elderly persons reported their health to be fair or poor, compared with 31 percent in 1976. 8 Access to physician services also has improved. In 1993 the elderly averaged 10.9 physician contacts per year, compared with 6.7 contacts per year in 1964. 9 Fears that Medicare's new physician payment system would degrade access to care were unfounded; since the fee schedule was introduced in 1992, physician visits actually have increased. In addition, claims data show that the total volume of services per beneficiary continued to grow after the fee schedule was introduced. 10 In 1993 just 7.4 percent of the elderly reported not seeing a doctor in the past two or more years, compared with 21 percent in 1964. 11 As further evidence of financial access to care, in 1995 a record 75 percent of physicians and suppliers signed a participation agreement to accept assignment on all Medicare-covered services and to accept the Medicare-allowed charge as payment in full, Although access has improved over time, disparities still exist in access among different vulnerable groups, including African Americans, Hispanics, disabled persons, dual eligibles (those who qualify for both Medicare and Medicaid), the very old, and those without supplemental insurance coverage.
Use of services. Hospital use has changed dramatically since the early SNF care is a small, rapidly growing Medicare benefit. Although it is still small, the number of persons per thousand beneficiaries receiving covered SNF care more than doubled between 1987 and 1993, from nine to twentyfive. Clarification of coverage criteria resulted in tremendous growth in SNF use between 1991 and 1993: Days of care increased by 45 percent over the two-year period. Health Care Financing Administration (HCFA) actuaries anticipate that growth in SNF use will moderate in the future.
Home health care has been one of the fastest-growing segments of the Medicare program. The number of beneficiaries receiving home health services increased from forty-nine persons per thousand enrollees in 1987 to seventy-one in 1992. The 1989 revisions of Medicare coverage guidelines resulted in significant growth rates. There were three and one-half times as many visits in 1993 as in 1989, an increase of about 36 percent per year. Exhibit 3 presents trends in the use of SNF and home health services.
The elderly's health care bill. Medicare pays for a substantial part of the health care bill of the nation's elderly population. In 1967 Medicare 1966 1970 1975 1980 1985 1990 1993 Source: Health Care Financing Administration, Office of the Actuary, Office of National Health Statistics payments accounted for 32 percent of that bill; by 1969 the proportion had increased to 45 percent and remained fairly constant through 1987.1 2 However, Medicare is a negligible source of payments for long-term nursing home care, a large expense for many elderly persons, especially those age eighty-five or older. In 1987 nursing home care accounted for 20 percent of total spending by persons age sixty-five and older, and Medicare paid for less than 2 percent of those costs. When long-term care expenses are excluded from the elderly's spending, the proportion of expenses paid by Medicare increases to 55 percent.
While the Medicare share of the elderly's bill has remained stable, there has been a significant change among other sources of payment. In 1969 private sources (private premiums and patient copayments) paid for 31 percent of personal health care expenditures for the aged; other public sources (including Medicaid) paid for 24 percent. 13 By 1987 the private share had increased to 3 7 percent, and the other public share had decreased to 18 percent. 14 Eighty-nine percent of beneficiaries have some form of supplemental coverage that pays for part or all of Medicare copayments and other health expenses. This coverage may be employer-sponsored or selfpurchased Medigap plans, Medicaid, or other governmental programs.
As with other large insurance programs, there is tremendous variation in the distribution of Medicare payments per enrollee. In 1992, 10 percent of enrollees accounted for almost 70 percent of payments. The small proportion of beneficiaries with high program costs has remained stable over time. The three groups of high-cost users are beneficiaries with ESRD, those who die during the year, and those who have an inpatient hospital stay. About on June 13, 2017 by HW Team Health Affairs by http://content.healthaffairs.org/ 22 percent of enrollees had no payment made on their behalf, and an additional 33 percent incurred payments of less than $500.
Medicare And The U.S. Health Care System
Medicare has contributed significantly to the U.S. health care system's structure and has served as a support system for critical providers and institutions. This influence can be seen in the growth in Medicare's share of total national health spending, expenditures for graduate medical education, payments to hospitals serving a disproportionate share of low-income persons, and payments to sole community providers in rural communities.
National health spending. Medicare grew from about 11 percent of total personal health care spending in 1967 to almost 20 percent by 1993 (Exhibit 4). It is a major source of payments for many of the categories of personal health care spending, although it pays less than 10 percent of the total nursing home bill and virtually none of the nation's dental services or prescription drugs.
Graduate medical education. In 1995 Medicare payments to hospitals for direct graduate medical education (GME) are estimated to be nearly $2.2 billion. Medicare also makes payments to teaching hospitals to support the increased costs associated with operating intern and resident programs; in 1995 it will spend nearly $4.5 billion for indirect GME. ment that provides additional payments to hospitals that serve a disproportionately large share of low-income patients. Without Medicare's support, many of these "safety-net" hospitals, particularly in inner-city and rural areas, would be forced to close, leaving beneficiaries and uninsured persons without access to health care. The amount Medicare has contributed to these hospitals has grown substantially over the past five years, from $1.7 billion in 1990 to a projected $4.2 billion in 1995. 16 Medicare also makes supplemental payments to hospitals that are the only source of inpatient hospital services reasonably available to Medicare beneficiaries in a geographic area. Today, 728 hospitals qualify as sole community providers, receiving a total of about $2.6 billion from Medicare. 17 Again, without these supplemental payments, many of these hospitals would have to close their doors.
Administrative costs. Medicare's administrative costs have always been minimal and have decreased over time as a share of total program spending. Recently they have averaged less than 2 percent of program spending. Private-sector administrative costs are much higher: 5.5 percent in the large-group market and 25 percent in the small-group market. 18 Medicare contracts with "fiscal intermediaries" to process Part A claims and with "carriers" to process Part B claims. These contractors include Blue Cross/ Blue Shield plans or other private insurance companies. In the first years of the program Medicare had agreements with approximately 136 contractors, which processed nearly twenty-eight million claims per year. Over the years the number of contractors has gradually declined, to about seventy-four today. However, the number of claims processed has skyrocketed. In 1995 the Medicare program will handle nearly 785 million claims for Part A and Part B services.
Figures on net cost per claim illustrate the increasing efficiency of the program. In 1975 the average cost per claim for Part A (intermediaries) was $3.84 and for Part B (carriers) was $2.90; by 1994 those costs had decreased to $1.51 and $1.21 per claim, respectively-nearly a 60 percent reduction. The use of electronic submissions of claims is the largest contributor to contractor unit cost efficiencies. HCFA has ambitious goals to standardize and automate claims processing and continues to promote the submission of electronic claims. In fiscal year 1995, 95 percent of all Part A bills and 75 percent of all Part B claims were received electronically.
Medicare Spending: Benefit Growth Trends
Overall Medicare spending has grown rapidly during the past thirty years (Exhibit 5). By 1993 Medicare spending reached $154 billion, growing at an average annual rate of 14.1 percent. The rate of growth has not been 1984 and 1991 . Then, in 1991 -1993 , with the rapid growth in home health and SNF care, Medicare spending again reached double-digit growth rates-l 1.8 percent per year on average. Hospital payments (both inpatient and outpatient) account for more than 60 percent of total spending and thus have a big impact on the growth of overall spending. Prior to PPS, hospital payments were growing at 17.1 percent per year. The impact of PPS was dramatic: During the first six years of PPS the growth in inpatient hospital spending slowed to 5.7 percent per year, followed by a slight acceleration in growth through 1993. While D ATAWATCH 2 41 inpatient spending was slowing, outpatient payments increased at an average annual rate of 13.9 percent between 1984 and 1993.
Physician services are the second-largest component of spending, accounting for almost a quarter of total program payments. Between 1967 and 1993 physician payments grew at an average annual rate of 13.7 percent (Exhibit 5). The recent RBRVS program appears to be successful in restraining cost increases, however. Growth in Medicare physician payments slowed to an average annual rate of 5.3 percent between 1991 and 1993.
In recent years home health and SNF services have been the fastestgrowing components of Medicare spending. Home health spending grew at an average rate of 18 percent per year between 1967 and 1989, and at an average rate of 34 percent per year between 1989 and 1993, after major eligibility expansions. Even with this phenomenal growth, home health still only accounts for about 5 percent of total Medicare spending. However, Medicare is the primary payer for all home health services, paying slightly less than 40 percent in 1993.
The recent acceleration of SNF spending is more dramatic. Prior to 1989 spending for SNF services was the slowest-growing component of Medicare spending, averaging only 5.4 percent per year between 1967 and 1988. There was a huge jump of 268 percent in SNF spending in 1989 as a result of the implementation of the Medicare Catastrophic Coverage Act. With the repeal of that act in 1989, SNF payments decreased by 30 percent. But as with home health, clarification of coverage regulations caused SNF payments to grow almost 40 percent per year between 1991 and 1993. Unlike home health, Medicare is not a major source of payment for SNF services; it paid for only about 9 percent of total SNF expenses in 1993.
Benefit growth compared with the private sector. It is not very useful to compare recent changes in Medicare spending and private insurance spending on an aggregate basis, since Medicare enrollment has been growing at about 2 percent per year, while the number of persons with private health insurance has been declining. 19 On a per enrollee basis, the growth comparison shows mixed results. The growth rate of Medicare spending averaged 7.1 percent per year between 1984 and 1991, less than the annual growth in private health insurance benefits per insured person during the same period (Exhibit 6). 20 Beginning in 1992 the situation reversed, with the private sector growing more slowly than Medicare. This slower growth is primarily due to private-sector shifts from high-cost fee-for-service plans to lower-cost managed care plans, at a rate much more rapid than for Medicare enrollees. 2l There also is evidence that employers are reducing benefits and increasing cost sharing for their employees and retirees, while the benefit package for Medicare enrollees is unchanged. 22 In a recent analysis, Urban Institute researchers attempted to put Medi- care and private spending on a more comparable basis, by removing home health and SNF benefits from Medicare spending and prescription drugs from private health insurance benefits. 23 On this adjusted basis, Medicare grew more slowly than private spending each year between 1985 and 1992 and only exceeded private growth by 0.3 percent in 1993.
Conclusion
As Congress and the nation debate the future of Medicare, it is useful to examine the program's history, goals, and trends. Medicare has achieved its most basic goal: expanded access and health care benefits for millions of elderly and disabled Americans. The vast majority of beneficiaries today report high satisfaction with the quality of medical care they receive. 24 The elderly also report feeling "peace of mind" because of Medicare. 25 Medicare has pioneered new methods of provider payment and has played a central role in the development of new models of health care delivery. Medicare also has remained committed to strengthening and preserving essential institutions in thousands of communities throughout the country. As we move toward the twenty-first century, Medicare must evolve to meet the challenges of a more complex and rapidly changing health care system, while maintaining its commitment to assure equal access to the best health care available.
